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KEY ECONOMIC INDICATORS 
All values in million US $ 
unless otherwise stated. 


A B C D 
ITEM AND DATE OF MOST RECENT DATA 1971 1972 1973* % Change 


INCOME AND PRODUCTION 
GNP at current prices 1/ 3,540 4,630 6,400 +38 
GNP at constant 1967 prices 1/ 3,123 3,853 5,050 +31 
Per capita GNP, current prices 2/ 728 932 1,250 +34 
Oil Production (including former Neutral 

Zone) (million BBLs) 1,741 2,202 2,¢00 +26 
Cement Production (000 MT) 3/ 703 911 920 +01 
Electricity Generated - 6 cities (million KWH) 3/ 780 978 1,060 +08 


MONEY AND PRICES 
Money supply (currency in circulation 

plus demand deposits) (10/73) 651 902 1,340 
Loans and Advances - Commercial Banks (10/73) 371 422 586 
Deposits in Commercial Banks (10/73) 402 554 842 
Interest Rates of Commercial Banks (%) (12/72) 7-8 6.5-8 6.5-9 
Indices (1963 = 100 4/ 

- Consumer Price 1/ 114 122 140 

- Wholesale Price 1/ 118.0 124 143 


BALANCE OF PAYMENTS AND TRADE 
Gold, silver, foreign exchange and : 
investments of SAMA (10/73) 1,530 2,830 
Balance of Payments + 895 + 1,406 
Investment income payments to rest of 
world (mainly from oil) 1/ 1,433 2,050 
Pilgrimage Earnings 114 161 
Balance of Trade + 2,682 + 3,853 
Exports 3,621 5,250 
US Share 3% 4% 
Imports (CIF) 939 1,397 
US Share (FOB Basis} 17% 22% 


* Preliminary estimates based on incomplete data. 


Main exports to US (1973): Petroleum products ($400 million). 

Main imports from US (1972) in $ millions: Aircraft & Parts ($15); Vehicles & 
Parts ($57); Power Gen. Machy & Parts. ($31); Rice, Wheat & Flour ($36); 
Const. & Mining Machy ($34); Tobacco products ($12); Pumps ($20); Electric 
Power Machy ($10); Heating & Cooling Machy ($14); Chemicals ($15). 

NOTE: All dollar figures are adjusted for sucessive revaluations of the riyal, 

The exchange rates used for conversion to dollars are: S.R. 4.5 for 1971; 
S.R. 4.15 for 1972; and S.R. 3.73 for 1973. These adjustments distort 


significance of percentage changes for such items as GNP, money supply, etc. 
Current rate: S.R. 3.55 = $1.00. 





Based on Saudi hijra FY 1390/91 (9/2/70-8/21/71), HFY 1391/92 (8/22/71-8/9/72), 
and HFY 1392/93 (8/10/72-7/30/73). 


Population estimated at 4.4 million in 1967 with a 2.5% annual growth rate. 
1973 population is thus estimated at 5.1 million. 


Cement production and electricity are shown by hijra year 1391 (2/27/71-2/16/72), 
1392 (2/17/72-2/3/73), and 1393 (2/4/73-1/24/74). 


These indices are adjusted estimates. 


Sources: Saudi Arabian Monetary Agency (SAMA); Central Department of Statistics. 





SUMMARY 

The abrupt transition from wealth to super-wealth is 
exerting a profound impact on the economy of Saudi Arabia. 
Oil revenue in 1974 will be in excess of $20 billion -- 
some ten times 1973 imports and five times the 1973-74 
government budget. The reaction to this has been an 
acceleration of existing development programs and of even 
more ambitious planning for a sweeping modernization and 
industrialization of the Saudi economy. 


Local business conditions are hectic in response to the 
upsurge in government spending. Imports have passed the 
$2 billion level, having more than doubled in three years, 
and continue to accelerate to feed increasing project and 
consumer spending. A combination of internal and imported 
inflation is having a serious effect on local prices at 
the same time that world shortages of vital commodities 
and shipping space are constricting availability at any 
price. The Saudi Government is taking a variety of steps 
both to alleviate such problems and to more effectively 
share the wealth. 


Saudi authorities are also beginning to look toward regional 
and global channels to put their excess income to work. 

Arab and Islamic development projects, increased contribu- 
tions to U. N. specialized agencies, and a special placement 
of funds with the IMF are some of the ways being discussed. 
Some action has already taken place. The Saudis have so far 
been very cautious about direct long-term investment in real 
property or stocks and bonds abroad, but heavy emphasis on 
this also seems inevitable in due time. 


Imminent major projects include: extensive development of 
telecommunications; new airports at Jidda and Riyadh; ex- 
tensive roads and ports work, notably a $375 million 
civilian port complex at Jubail; a 1.5 billion dollar 
crash program for a country-wide desalination/electric 
power scheme; and a variety of military construction, 
logistics and technical training programs. 


An era of increased economic cooperation between the U.S. 
and Saudi Arabia is being structured. U.S. business can- 
not expect a monopoly here -- indeed, business competition 





will be stiff. Ironically, our position as number one 
supplier to Saudi Arabia has nearly been overtaken by 
the Japanese just as this country is becoming a major 
market. The 40% increase to $440 million of imports 
from the U.S. in 1973 was overshadowed as Japanese 
imports more than doubled and probably passed the half- 
billion dollar mark. But Saudi Arabia can afford the 
most modern and capital intensive technology, precisely 
those areas in which we are still most competitive. 

END SUMMARY 


CURRENT ECONOMIC SITUATION AND TRENDS 


The dominating features of the Saudi economy at present 
are its abrupt transition from (aggregate) wealth to 
super-wealth, and the efforts of the government to estab- 
list a modus operandi for managing and putting to work 
this dramatically increased income. Oil production has 
returned to the pre-October level of 8 million barrels 
per day, and the Saudi Government has indicated its 
intention of further increasing output. Questions as 

to future oil pricing and production levels are not yet 
completely settled, but are largely irrelevant to the 
internal economy of Saudi Arabia. The inherent inverse 
ratio between oil prices and production virtually 
guarantees a predictable level of income for the country -- 
a level of income many times the most optimistic level of 
its absorptive capacity. 


Current prices and production should yield an oil income 
during 1974 of around $20 billion, some four or five times 
the level of governmental expenditures, and ten times the 
value of total imports in 1973. The most extravagant 
assumption for 1974 imports still leaves a net foreign 
exchange accumulation for the year of $17 or $18 billion. 
By 1980 -- if Saudi Arabia increases production at any- 
where near the rate required by the world economy -- she 
will have accumulated surplus foreign exchange earnings 

in the range of $100 billion. 


Infrastructural Development 
The ravages of worldwide inflation and of currency flucua- 


tions are arguments for the Saudis to keep their oil in 





the ground, Their willingness to produce at many times 
the level of their domestic requirements is a remarkable 
gesture of international economic cooperation, but has 
reinforced in the minds of senior SAG officials the 
necessity for a forced-draft expansion and diversifica- 
tion of the Saudi economy. The pre-industrial state of 
the economy (more than half the gross national product 

is directly from the oil sector, and much of the remainder 
related to it) offers great opportunities for development 
spending, but at the same time results in severe bottle- 
necks in absorptive capacity. 


A basic transportation infrastructure exists, but is 
severely strained by rapid growth and will have to be 
continually expanded. (The turn-around time for ships 

at Dammam port reached a high of 30 days during February.) 
Communications facilities -- both domestic and interna- 
tional -- have been extremely limited, but Comsat special 
portable satellite stations are scheduled to go into opera- 
tion at Jidda and Riyadh in mid-summer 1974. Industrial 
activity outside the oil sector is small, consisting of 
little more than a few cement and gypsum plants, a handful 
of basic metal-fabricating facilities, pipe-coating plants, 
a small steel mill, and a few consumer plants. But the 
most critical bottleneck to economic growth is manpower. 

In spite of a tremendous expansion of educational facilities 
over the past fifteen years, there is still an extreme 
shortage of managerial, technical, and skilled personnel. 
Even unskilled and semi-skilled labor is being provided 

for the most part by an immigrant work force from nearby 
countries. 


Economic Activity 
Increasing income and the imperatives of a torceful 


development policy are resulting in a further quickening 

of an already very active economy. Not only are govern- 
mental budgetary allocations rapidly increasing, but 
top-level pressure is also growing on the various ministries 
to accelerate their rates of project implementation. A 

few of the major international contracts which have been 

let since the beginning of the year: The new $300 million 
Jidda airport (German); the design contract for the new 





Riyadh airport (U.S.); purchase of two Lockheed 1011's 

by Saudi Airlines for $50 million; a $266 million im- 
proved air defense system (U.S.); construction of two 
satellite ground stations (Japanese); continued favorable 
signs on a $500 million major steel plant; laying of a 
$5.5 million Damman-Kuwait coaxial cable (Swedish); and 
the announcement of at least two new half-million barrel- 
per-day refineries costing a billion dollars each. 
Municipal development activities include a variety of 
utilities projects, massive new road paving, and an initial 
program for low-cost housing -- 1750 units at a cost of 
$26 million. In a single week in May, the Ministry of 
Transportation & Communications signed $120 million worth 
of highway construction contracts. 


The business community is flourishing as local contractors 
and traders reap the benefits of this activity. Demand 
and total commercial bank deposits increased by 72% and 
48% respectively during 1973 while the total value of 
checks cleared jumped 75%. Imports, which had more than 
doubled in the last three years to over $2 billion, are 


continuing to surge, feeding both government and private 
projects, and increasing consumer spending. (In recent 

years oil company imports have been accounting for about 
5% of the total; the public sector 20%; and the private 

sector 70% -- keeping in mind that a large proportion of 
private sector imports are in support of oil company and 
government contracts. ) 


The upsurge of foreign business visitors has been over- 
whelming, with everyone from traveling salesmen to 
investment bankers suddenly discovering the road to 

Jidda and Riyadh. Literally dozens of official trade 
and investment missions have visited the country in the 
last few months, not only from all the major trading 
nations but from such diverse places as Finland, Mexico 
and Swaziland. Many new offices are being opened locally 
by foreign companies while established ones are expanding 
staff and operations in response to increased volume of 
government business. 


Problems in Paradise 
This boom atmosphere is inducing severe growing pains in 
the local economy. The shortage of skilled labor and 





managerial manpower is being met in part by foreign per- 
sonnel, but is still a continuing problem. Housing, both 
residential and transient, is extremely tight and real 
estate values are skyrocketing, fed by a combination of 
current demand and wild speculation. Domestic money 
supply increased 45% in 1973, and an equal or greater 
increase is in prospect for the current year. 


The combination of internal inflation with that imported 
from abroad at a time of severe worldwide inflation is 
having a dizzying impact on local market prices. At the 
same time world shortages of vital commodities and equip- 
ment together with limited shipping space are severely 
affecting availability and delivery time regardless of 
price. 


The Saudi Government is attempting to combat this combined 
problem of inflation and availability with a variety of 
weapons. A special department has been established in 

the Ministry of Commerce to assist local importers and 
distributors in obtaining bulk volumes at the best prices 


of vital commodities such as basic foodstuffs and con- 
struction materials. A subsidy program was established 

in December to hold the local market prices of rice, 

flour and sugar at pre-August 1973 levels. Under a 
separate program, the cost of agricultural equipment is 
also being heavily subsidized. A proposal was approved 

in May to compensate government contractors who had signed 
fixed price contracts prior to July 1973 for the increased 
cost of basic construction materials and (for food caterers) 
of foodstuffs procured since that date. A triple-edged 
anti-inflation tactic was employed last summer, consisting 
of modest government salary increases, a 5% revaluation of 
the riyal, and a sweeping reduction of import duties. 
There are some indications that a similar program may be 
followed this summer: A 5% to 10% revaluation, possible 
reduction of many remaining tariffs to nominal rates, and 
another round of government salary increases. 


In a more direct attempt at making the benefits of oil 
revenue available to the "common man", the Saudi Credit 
Bank was established in December with an initial capital 
of 5 million riyals to provide interest-free loans of up 
to 5,000 riyals for Saudi citizens whose income is less 
than 1,000 riyals ($290) per month. In another move, the 





Council of Ministers adopted in April a resolution pro- 
viding that the government should participate in new 
company stock issues with the intent of selling such 
stock at par- value and "on easy terms" to Saudis of 
limited income once said companies are well established 
and paying dividends. 


Government Industrial Policy 

The Saudi Government is determined to reduce dependency 
on oil through diversification and industrialization of 
the economy. In addition to an ideological commitment 
to the virtues of free enterprise and the rights of 
private property, the government is sharply aware of 

the necessity of looking to foreign sources for not only 
technology but managerial and entrepreneurial skills. 

An industrial policy statement issued in February -- 
essentially a codification of existing ad hoc policies -- 
reiterated the welcome to foreign investors. A range of 
incentives is offered, including substantial interest- 
free government loans. tax holidays, and concessional 
land and utility rates. Saudi equity participation is 
strongly encouraged (and desirable in order to obtain 
maximum concessions), but not a prerequisite. On the 
other hand, despite the abundance of local capital, 

the government does want to see a substantial foreign 
equity participation in joint ventures as a surety for 
high-quality performance by the foreign partner. 


A "Saudi Industrial Development Fund" was established by 
Royal Decree on March 20 as an agency of the Ministry of 
Finance to administer the provision of medium and long- 
term interest-free loans in furtherance of the above 
policy. There are only two significant inhibitions to 
industrial development in Saudi Arabia. One (excepting 
the inherently export-oriented petrochemical category) 
is the small size of the domestic market, coupled with 
uncertainties as to accessibility of the regional market. 
The other is the extreme shortage and relatively high 
cost of labor. Even for the most capital-intensive 
projects this will be a problem. Substantial manpower 
training programs will have to be an integral part of 
almost every substantial project. 





Details of the next five-year plan -- to commence in 

1975 -- are not yet available, but it is known that the 
Saudi Government intends to spend up to $55 billion on 
infrastructure, agriculture, and industrial projects 
under the plan. There are reportedly some 250 foreign 
proposals for industrial projects worth $10-$15 billion 
presently before the government. Development of this 
scope has imposed impossible burdens on the extremely 
limited technical staff of the Saudi Government. They 
have, therefore, decided to bring in foreign expertise 
for the planning and integration as well as implementa- 
tion of development projects. Four development regions -- 
Eastern, Central, Western and Southwestern -- have been 
defined, and contracts for drawing up integrated develop- 
ment schemes for each of them will be let to private 
consulting firms in the near future. 


Monetary Policy 

As noted before, even the most ambitious development and 
domestic investment program will still leave Saudi Arabia 
with enormous liquid reserves over the next several years. 
Effective management of these reserves is of vital interest 


not only to Saudi Arabia but to international monetary 


stability. Some of the trends which are beginning to 
emerge: 


-- Regional Investment: The linking of Saudi capital 
with the natural and human resources in neighboring Arab 
states. The Egyptian scheme for a Suez industrial zone is 
a typical candidate for such investment. Another recent 
example is the Saudi Government guarantee of $200 million 
of foreign bank loans for a package of projects in the 
Sudan, including an oil refinery to be supplied by Saudi 
crude, Saudi Arabia will also be a primary contributor 
to such multilateral institutions as the Arab-African 
Development Bank and the nascent Islamic Development Fund. 
The magnitude of Saudi commitment of capital to such 
regional development is still to be defined, but it is 
clear that this will be a primary channel for external 
disposition of excess Saudi funds. 


-- Global Institutions: Increased Saudi contributions 
to U.N. specialized agencies are occurring. Saudi Arabia 
is now the second largest contributor to the World Food 
Program (after the United States). A Saudi loan to the 
IMF to assist countries with energy-related balance of 
payments problems has been approved in principle. A key 





factor in achieving long-term placement of Saudi funds 
with the IMF or similar institutions is the provision of 
insulation of such funds from inflationary losses and 
foreign exchange fluctuations. 


-- Direct Investment Abroad: The Saudis are so far 
proving very hesitant to place substantial funds into 
portfolio or direct ownership of assets in Europe or the 
U.S. The Saudi Arabian Monetary Agency (SAMA) has re- 
portedly made a limited experimental allocation of funds 
for investment in a stock market portfolio, but rumors 
of massive Arab investment in real estate and commercial 
ventures have failed to prove true, at least for Saudi 
Arabia. Direct investment in the world economy is, 
however, a logical move, and will undoubtedly increase 
as the pressure of excess reserves builds up. The most 
probable direction it will take is in the establishment 
of "reverse" joint ventures -- i.e., Saudi participation 
in downstream processing facilities abroad for the primary 
petrochemical production to be developed in Saudi Arabia. 


Upcoming Major Projects 

A comprehensive look at the future pattern of Saudi 
Government spending must wait on formulation of the 
next five-year plan. In the meantime, some of the 
primary major projects on which the Saudi Government 
is moving forward: 


Desalination and Power -- At a time when almost 
everything is receiving top priority, joint fresh water/ 
electric power supply via desalination plant installa- 
tions is among the most active areas. Over $1.5 billion 
is to be spent for these systems in the next three to 
four years to provide an additional 90 million gallons 
per day of desalted water and 800 MW of electric power. 


Airports -- The contract for construction of a new 
$300 million international airport at Jidda was recently 
awarded’ to the German firm Hochtief. Design work on a 
similar new airport for the capital city of Riyadh will 
begin shortly. A new airport for Dhahran is also in 
prospect, though further down the road. 





Roads & Ports -- Both local and international firms 
are flourishing on huge construction contracts too numer- 
ous to itemize. Plans are being studied for a $50 million 
development of the Southwestern port of Jizan and are well 
advanced for expansion of Jidda and Dammam ports. Most 
vital of all, the design contract for a $375 million 
civilian port at Jubail, some 150 kilometers north of 
Dhahran has been awarded. As well as being the site of 
the planned Saudi Navy home port, Jubail is slated to be 
a primary industrial center, for which this port develop- 


ment is a sine-gqua-non. 


Communications -- The “backbone” coaxial cable project 
currently under construction by an Italian company to link 
Jidda-Taif-Riyadh-Dhahran is to be followed up by second 
and third stages -- primarily microwave spurs running 
north-south. Extensive work in building local telephone 
exchanges and tying them into the backbone system is also 
programmed. Expansion of the presently very limited telex 
system is under study, and award of the consulting contract 
for a Jidda-Port Sudan undersea cable is imminent. Full- 
fledged satellite communications will commence with comple- 
tion of the ground stations now being built by Mitsubishi, 
and the Saudis must soon begin serious study of the utility 
of acquiring a satellite of their own. After prolonged 
study, a decision to go ahead with a SECAM color TV system 
has been made. 


Military -- Saudi Arabia's program to develop and 
modernize its armed forces involves some of the largest 
expenditures in the government budget. Much of these -- 
particularly for weapons systems -- are carried out on 
a government-to-government basis, but large competitive 
tenders are also offered for such things as materiel 
supply, technical training programs, construction, and 
operations and maintenance of facilities. 


IMPLICATIONS FQR THE UNITED STATES 


On June 8, the United States and Saudi Arabia signed a joint 
statement establishing a Commission on Economic Cooperation 
headed by the Secretary of Treasury for the United States 
and by the Minister of State for Finance and National 
Economy for Saudi Arabia. Its purpose will be to promote 





programs of industrialization, trade, manpower training, 
agriculture, and science and technology. The first formal 
meeting of this Commission will take place in Saudi Arabia 
in October, 1974. There will be joint working groups on 
all of the major subjects of concern and consideration 
will be given to forming a United States/Saudi industrial 
development council to include private enterprise. 


This does not mean that U.S. business will have a monopoly 
in Saudi Arabia -- there will still be stiff competition 
for government contracts and for shares of the import 
market. It does mean that we will have an inside track 

for the provision of the advanced technology which Saudi 
Arabia requires and in which the U.S. still leads the world. 


As imports continue to surge, Saudi Arabia is becoming an 
increasingly important market. Imports which doubled to 
over $2 billion in the last three years may reach a level 
of between $10 and $15 billion by 1980 as the industriali- 
zation program is implemented. Yet, despite enjoying a 
preferred status in the marketplace, the U.S. ironically 

is in serious danger of losing its position as the leading 
supplier to Saudi Arabia. While U.S. exports increased 
40% to $440 million in 1973, Japanese exports -- showing 
particular strength in vehicles, construction equipment 

and electronics -- more than doubled. Final figures may 
show the Japanese to have reached the half-billion dollar 
mark. The reason for our decreasing market share is 
simple: we have simply been unable to supply the Saudi 
demand. In case after case -- foodstuffs, automobiles, 
heavy construction equipment -- Saudi importers are 
receiving only fractions of their orders from U.S. sup- 
pliers. The leading heavy construction equipment dealer 

in Saudi Arabia, after projecting sales of a thousand 

units for the current year, was assigned an allocation 

of 350. Sales of U.S.-made automobiles would be double 

or more the actual level if they were available, but 

local showrooms are empty and waiting times for the popular 
Chevrolet Impala can be as long as six months. The distribu- 
tor for a very well known U.S. brand of vegetable oil has 
seen his share of the market drop from over 60% to virtually 





zero as his deliveries were drastically curtailed. Hope- 
fully, this supply squeeze will ease in the next year or 
so, but in the meantime foreign competitors will have es- 
tablished themselves more securely in a market where brand 
loyalty is very strong. 


The immediate prospects are brighter in the area of indus- 
trial projects and government contracts. Consultancy 
contracts are proliferating for everything from industrial 
planning to agriculture as the Saudi Government seeks to 
call in international expertise to supplement its slender 
technical manpower for planning and supervision of its 
development program. Heavy construction is a field in 
which European and regional contractors have a considerable 
head start on us, but in which the American reputation for 
quality work still keeps the door open for us. Joint ven- 
tures calling for the latest technology and most capital- 
intensive methods offer U.S. industry excellent opportunities. 
The scope of desalination/power generation plans should be a 
stimulus to renewed U.S. activity in that field. (It should 
be kept in mind that the previously mentioned figure of over 
one billion dollars programmed for desalting plants is only 
for municipal use. Upcoming industrial projects will require 
many hundreds of millions of gallons per day additional 
capacity.) One largely overlooked area for possible joint 
ventures is that of agri-business. Both livestock and field 
crop operations are feasible, but Saudi land and money are 
waiting for foreign management and know-how to develop 
ranching, processing and marketing facilities. A related 
opportunity exists in fisheries development. 


A particularly important area of business will be in Opera- 
tions & Maintenance contracts. For years to come the Saudi 
Government will not have the trained managerial, professional 
and technical staff to man completely all of the facilities 
it is developing. Thus O&M contracts are being let for 
hospitals, desalting plants, communications systems, airport 
operations -- the range of modern economic infrastructure 
activity. An intrinsic and major part of such contracts 
generally is an intensive training program to enable Saudi 
personnel eventually to take over operations. 





Many government tenders -- especially the more sophisticated 
ones -- are issued only to a small number of firms selected 
from a pre-qualified list based on whatever data is available 
in ministerial files. For companies interested in government 
contracts which do not already have an established presence 
in Saudi Arabia, it is therefore vital to have on record 
with relevant ministries a summary of company background and 
capabilities. This can be accomplished simply by sending 
such material under cover letter to the deputy minister of 
the appropriate ministry. 


The opportunities in Saudi Arabia today are varied and 
enormous. But they cannot be taken advantage of from 

afar. A resident officer here is the desideratum. Barring 
that, frequent visits from senior home office staff (not 
regional reps!) are the minimum requirement not only for 
keeping abreast of events but for developing the personnal 
relationships and rapport which are so vital to doing busi- 
ness in Saudi Arabia. 


% U. S. GOVERNMENT PRINTING OFFICE: 1974~582-874/17 3-1 








